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“WE HAVE ESTABLISHED OUR
CORE BUSINESS IN

TWO OF THE NATION’S
LARGEST MARKETS.”

NO.
NO.
MARKET
POSITION IN B _
FLORIDA MARKET
POSITION IN
NEW YORK

Throughout the year, FPIC remained committed to a disciplined focus on serving markets where it had a significant
market presence, sound pricing and a wealth of management knowledge and expertise. In Florida, FPIC has more than
25 years of market leadership. FPIC is the largest writer of medical professional liability (“MPL”) insurance in Florida,
the second largest MPL market in the U.S. In New York, the nation’s top MPL market, FPIC manages the second largest
MPL carrier, Physicians’ Reciprocal Insurers. Based on premiums written and under management, FPIC is the 4th* largest
MPL insurance business in the U.S., with over 25,000 professional liability policyholders.

* Source: 2002 A. M. Best Study of MPL direct premiums written (most current data available at this time).
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“OUR RESULTS ARE
IMPROVING AND OUR
OUTLOOK IS POSITIVE.”

YEAR 99 ’ 00

TOTAL $22 MILLION $1 MILLION

01 02 03

$3 MILLION $15 MILLION®
$1 7 MILLION

NET INCOME
(INCOME BEFORE CUMULATIVE EFFECT OF
ACCOUNTING CHANGE IN 2002%)

*EXCLUDES ONE-TIME, NON-CASH CHARGE OF $29.6 MILLION, NET OF INCOME TAXES.
IN 2002 RELATING TO FPIC'S ADOPTION OF FINANCIAL ACCOUNTING STANDARD NO. 142,
“GOODWILL AND OTHER INTANGIBLE ASSETS™.

FPIC ended 2003 with strong earnings momentum, having achieved improved results over each of the past three years.
Earnings per diluted share rose to $1.71 for 2003, an increase of 8%.* Significant pricing improvements in insurance

operations and strong earnings from reciprocal management were the primary drivers of earnings growth.
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“INCREASED DEMAND IN OUR
CORE MARKETS AND PRICING
IMPROVEMENTS ARE YIELDING
SOLID GROWTH IN CORE MPL
DIRECT PREMIUMS WRITTEN.”
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DIRECT AND ASSUMED PREMIUMS WRITTEN (IN MiLLIONS)

DIRECT PREMIUMS WRITTEN FOR CORE MPL (EXCLUDING FRONTING)

FPIC continues to focus on growth in its core MPL insurance markets, which represent 78% of its $341 million direct
and assumed premiums written during 2003. FPIC continued to exit its non-core business in 2003, including divestiture

of non-core medical and legal professional liability insurance products and services and fronting programs.
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“OUR OPERATIONS ARE
GENERATING SIGNIFICANT
ASSET GROWTH.”

03

00
99

YEAR

TOTAL ASSETS (IN MILLIONS)

FPIC’s assets grew to $1.2 billion during 2003. A significant portion of the asset growth was generated by an increase in

cash and investments, which grew 16% to $623 million during 2003. The growth in cash and investments was primarily

the result of growth in insurance premiums of its core MPL insurance business, together with cash received from a

reinsurance commutation.
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“OUR GOAL IS TO DRIVE
LONG-TERM VALUE TO
OUR SHAREHOLDERS.”

TOTAL YEAR

s187. ” 03
5166 02 *
s175 01
$173 | | 00

$166 99

SHAREHOLDERS® EQUITY (1N MILLIONS)

*IN 2002, FPIC ADOPTED FINANCIAL ACCOUNTING STANDARD NO. 142, “GOODWILL
AND OTHER INTANGIBLE ASSETS,” WHICH RESULTED IN A ONE-TIME, NON-CASH
CHARGE OF $22.6 MILLION, NET OF INCOME TAXES.

During 2003, shareholders’ equity increased 13% to $187 million, resulting in a return on average equity of 9% for
FPIC’s shareholders. Tangible book value per common share, which excludes goodwill and intangible assets, rose to
$17.09 at year-end 2003, while book value per common share stood at $19.10. FPIC’s closing market price at year-end
2003 was $25.09, yielding a price to book value ratio of 131%. .
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“COLLECTIVELY, OUR BOARD
MEMBERS HAVE EXPERTISE ACROSS
FIVE INDUSTRIES.”

DEAR I am honored to have served as a director
FELLOW of FPIC Insurance Group, Inc. since 1996
SHAREHOLDERS: and as chairman of our board of directors

for the last five years. During that time, it

has been my privilege to help guide FPIC

through a period of profound and ultimately
beneficial change. I am proud of our Company’s accomplish-
ments, as well as the efforts and dedication of our board,
management and staff. After several years of building a strong
organizational foundation, we are well positioned to capitalize
on opportunities available to us in today’s dynamic medical
professional liability insurance market.

There is no doubt that the last few years have brought dramatic
changes in boardroom culture across the country. I am proud to
say that our commitment to consistently upholding the highest
standards of responsible board governance has always been a
significant part of our commitment to our shareholders. At FPIC,
maintaining a strong board is, and always will be, a fundamental
value of our corporate culture.

We have consistently focused on ensuring that our board is
diverse and independent. During the past five years, we have
added five directors who bring medical, insurance, financial,
legal and securities expertise to our organization. We also under-
stand the importance of board independence - today, ten of our
thirteen directors are independent.

In the last several years, issues of independence and board
governance have been of increasing concern to regulatory
authorities and shareholders of public companies. We believe in
and foster a culture of transparent and ethical business practices
as evidenced by each of the committees of our board.

Our audit committee has the expertise to meet its expanding

responsibilities. The committee is dedicated to assuring the
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integrity of our financial statements and disclosures and manages
all aspects of FPIC’s relationship with our independent account-
ants. Through the diligent work of our board and management
team, we believe FPIC is well positioned to comply with the stan-
dards mandated by the Sarbanes-Oxley Act.

Our directors adhere to the highest ethical standards while
providing insight and guidance to our management team. Every
vear, our board governance committee facilitates assessment of
the policies, objectives and performance of the board, its commit-
tees and its members. The board evaluates how it functions as a
governing body through an assessment that includes peer review
of individual director performance and review of the Chairman’s
performance and effectiveness. An annual CEQ evaluation is also
undertaken, which includes goal setting for the upcoming year.
This type of structured evaluation challenges and stimulates
board members to continually strive for excellence in their lead-
ership, to the benefit of our shareholders and our policyholders.

Our board also takes very seriously its responsibilities for
guiding the long-term strategic direction of FPIC. As stewards of
our shareholders’ capital, we continually evaluate opportunities
and consider alternatives to maximize long-term financial returns
and better serve our policyholders.

At FPIC, we look to the future with a confidence rooted in close
communication and interaction between our board and manage-
ment team. At the heart of the board’s guidance is our sense of
responsibility to our shareholders and our commitment to main-

taining the highest standards of corporate and board governance.

oo 4 - o

ROBERT O. BARATTA, MD - CHAIRMAN
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DEAR We have witnessed much change in the
FELLOW medical professional liability insurance
SHAREHOLDERS: industry over the past few years. While we

welcome the opportunities that change

brings, we also believe that a few things

must remain constant, including the values

that govern the FPIC management team, the way our team operates
this organization and accomplishments that speak for themselves.
I am pleased to report that in 2003, FPIC achieved important
business goals and reached several significant financial mile-
stones. The successes of the past year are particularly satisfying
as they are the result of several years of rough decisions and
corporate reformation. In 2000, our management team embarked
on a long-term strategy of strengthening our balance sheer,
streamlining our corporate structure, shedding non-core assets
The
careful planning and hard work have created the strong base

and improving operating performance. years of
of operations and the solid financial performance that define
FPIC today.

As part of this strategy, we successfully completed three private
placements of debt securities during 2003 for an aggregate of $435
million in proceeds, which we used, together with available cash
from operations, to repay and retire early 100% of the
Company’s commercial bank debt. Our balance sheet is now
much better structured to support our operations and to fit our
capital needs and growth initiatives.

Another major accomplishment in 2003 was the integration
of our four insurance operations, which now operate under a
unified senior management team from a centralized platform.
This new structure improves communication and creates finan-
cial, operational and decision-making efficiencies that will
enhance our bottom line.

“THE VALUES THAT GOVERN OUR FPIC
MANAGEMENT TEAM, INCLUDING THE
WAY WE OPERATE THIS ORGANIZATION,
IS THE ONE CONSTANT IN THIS
CHANGING INDUSTRY.”

Also during 2003, we completed our four-year mission to
divest non-core businesses and assets. This has positioned FPIC
to fully concentrate efforts on our core operations.

These accomplishments, coupled with improved operating
results, contributed to a year of financial achievements across the
board. Year-end 2003 marked the third consecutive year and
eighth consecutive quarter of improved operating results. These
solid financial results were generated in part by pricing improve-
ments in our core medical professional liability insurance opera-
tions and strong earnings from our reciprocal management seg-
ment. Our 2003 earnings were further supported by increases in
assets, reserves and shareholders’ equity.

As we go forward, our focus will be on ensuring that our
Insurance operations continue to write and appropriately price
good business, conservatively reserve, aggressively manage
claims, and grow our core business. Our reciprocal management
and third party administration operations will build on past
achievements and work to assure continued success
and profirtability. We will continue to seek to enhance our
performance further through internal growth and to pursue
strategic opportunities and capital initiatives that are in the best
interests of our shareholders and our policyholders.

We approach 2004 with confidence in our ability to drive long-
term value to our shareholders by maintaining a strong, financially
stable and consistently profitable organization. This commitment
guides our corporate strategy and the decisions made by the
leaders at FPIC — the people responsible for making it happen.
These are the words that guide our actions and we proudly stand
behind them.

Y

JOHN R. BYERS - PRESIDENT & CHIEF EXECUTIVE OFFICER
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CONTINUING TO LOOK FOR WAYS
TO ENHANCE CAPITALIZATION
REMAINS A PRIORITY FOR
MANAGEMENT AT FPIC.

2003 was another year of financial milestones for FPIC. The
Company’s financial performance was strong and operating
results improved at each of its business segments. Year-end
2003 marked the third consecutive year and eighth consecutive
quarter of improved results.

One of FPIC’s pivotal accomplishments in 2003 was the early
retirement of its commercial bank debt. The Company’s move
to longer-term institutional debt improved operational and
financial flexibility for the future and reduced near-term debt
service requirements.

FPIC also enthanced its reinsurance. The Company’s
reinsurance program now provides flexibility to better
capitalize on organic growth and to meet the needs of future
growth initiatives.

FPIC’s growing record of successes — consistently positive
operating results, an enhanced balance sheet and a more efficient
operating structure - is attributable to the efforts of its dedicated
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( “Moving to longer-term institutional

! debt and restructuring our reinsurance
! provides the financial and operational

| flexibility that we need to capitalize on

{ organic growth and meet the needs of

future growth initiatives.”

management team. Last year, management maintained a sharp
focus on appropriately pricing its insurance products, retiring
its commercial bank debt, moving to long-term institutional
debt, integrating its insurance operations and enhancing its
business infrastructure.

As FPIC enters 2004, it is poised to drive long-term value
to its shareholders. With a capable and experienced manage-
ment team in place at each of its business segments, the
Company will continue to consider capital initiatives and
strategic alternatives.

The Company’s 2003 results and achievements reflect man-
agement’s ability and willingness to aggressively set, pursue and
achieve its objectives. Management’s aggressive strategy for ref-
ormation, over the last few years, has been vital to creating the
strong base that is now the foundation of FPIC’s future as a
strong, stable and consistently profitable organization.
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and Secretary
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APPROPRIATE PRICING, STRICT UNDER-
WRITING, AGGRESSIVE CLAIMS HANDLING,
CONSERVATIVE RESERVING AND GROWING
CORE MARKETS REMAIN THE FOCUS OF
OUR INSURANCE OPERATIONS.

INSURANCE OPERATIONS

LOU V. SICILIAN, CPA ROBERT E. WHITE, JR. JOSEPH W. MAWHINNEY
Senior Vice President President

Senior Vice President of
and Treasurer

Actuarial Services

“Throughout 2003,

pricing improvements in

our core medical professional

liability insurance markets
continued to contribute to

premium growth.”

ELIZABETH A. ROMINGER

Senior Vice President of Claims




In 2003, FPIC’s insurance operations met its earnings and
operational goals and continued to strengthen its business.
Under the leadership of a single, highly qualified management
team, led by Bob White, the insurance operations continue to
improve the Company’s bottom line. Mr. White brings 37 years
of insurance experience to the operations and has proven himself
an effective leader.

FPIC’s insurance operations consist of four insurers that
provide professional liability insurance to physicians, dentists
and other healthcare professionals in Florida and other states.

FPIC completed the integration of its insurance operations
during 2003. The creation of one cohesive insurance platform
greatly improves communication within the segment, has
streamlined the Company and has better aligned the insurance
operations with the operational and strategic direction of
the organization.

The insurance operations are focused on underwriting good
business at appropriate prices, aggressively handling claims,

conservatively booking reserves and growing its core business.

APPROPRIATE PRICING

Appropriate pricing is essential to the success of the insurance

operations and FPIC closely monitors its pricing on an ongoing
basis. Over the past several years, FPIC has achieved important
pricing improvements and will continue to seek adjustments to
its rates when appropriate. Improved pricing in the insurance

segment’s core markets continues to yield premium growth.

STRICT UNDERWRITING

FPIC’s insurance operations seek to underwrite only good
business, striving to ensure a policyholder base with the best
possible risk profile, Each FPIC insured must meet strict under-

writing guidelines and be re-evaluated annually upon renewal.

EFFECTIVE CLAIMS HANDLING

FPIC’s insurance operations maintain a strong commitment
to managing loss costs through aggressive handling of claims.
The Company vigorously defends non-meritorious claims and
handles appropriate claims settlements expeditiously in order
to lower overall loss costs. FPIC provides its insureds with
thorough risk management programs to help them better

manage their individual risk factors.

CONSERVATIVE RESERVING

Conservative reserving, including interim and year-end reserve
studies, is an essential element of the Company’s operating phi-
losophy. As of year-end 2003, the Company’s net reserves were
booked at management’s best estimate, which closely coincided
with the in-house actuary’s point estimate. The Company’s
reserves were also well within the ranges of reasonableness

established by its outside actuaries.

LEADERSHIP — TORT REFORM

As the leader in the Florida medical professional liability
insurance market, FPIC is well positioned to capitalize on
market stabilization and changes resulting from tort reform
effores. FPIC was a leading voice in recent Florida tort reform
legislation. Progress has been made, but FPIC believes more
work remains and will continue to play an active role in this

important legislative area.

A CLIMATE FOR SUCCESS

With the right management team and a strong infrastructure
in place, FPIC’s core insurance operations enter 2004 poised
to capitalize on opportunities presented by favorable market
conditions. The Company’s achievements in the past year

position it for continued success.
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FPIC’s reciprocal management and third party administration
operations have continued to meet and exceed expectations.
These operations contribute positive earnings and cash flow to
the organization, and are a good complement to the Company’s

insurance operations.

RECIPROCAL MANAGEMENT

Administrators for the Professions, Inc. (“AFP”) is a subsidiary
of FPIC, located in New York, that serves as the administrator
and attorney-in-fact for Physicians’ Reciprocal Insurers
(“PRI”), the second largest medical professional liability
insurer in New York.

AFP markets PRI’s insurance products and services in New
York to physicians, dentists, hospitals and other healthcare
providers and facilities. Additionally, reinsurance brokerage
and administrative services are provided to PRI and to FPIC’s
insurance subsidiaries, through subsidiaries of AFP.

Anthony Bonomo, AFP’s President, leads a group of highly
experienced professionals at the reciprocal management segment.
Mr. Bonomo has been instrumental to the successful operations
of AFP and PRI since 1983, with both companies benefiting
from his 20 years of legal and insurance expertise.

Reciprocal management has been consistently profitable,
returning its twentieth consecutive quarter of profitable
operations since its acquisition in January 1999, and has made
significant contributions of cash flow to FPIC.

PRI continues to be a valued name in New York and is
known for its excellent policyholder service. AFP’s overriding
focus is to ensure the successful operation of PRI so that it can
meet its mission of providing affordable coverage to the New

York medical community for the long term.

FPIC INSURANCE GROUP, INC. 14

THIRD PARTY ADMINISTRATION {“TPA”)

Employers Mutual, Inc. (“EMI”) comprises FPIC’s third party
administration segment. EMI provides administrative and client
claims management services to employers that self-insure group
accident and health, workers’ compensation, general lability
and property insurance plans.

Services provided by the TPA operation include claims admin-
istration, utilization review, loss control, Consolidated Omnibus
Budget Reconciliation Act (COBRA) administration and insur-
ance placement. Through the TPA operation, FPIC also provides
brokerage services for the placement of excess insurance cover-
age with insurers and reinsurers on behalf of EMD’s clients.

In 2002, Chuck Divita was appointed President and Chief
Executive Officer of EMI. Mr. Divita brings a strong
financial and business background to the TPA operation and
under his guidance, this operation has benefited from enhanced
client relations and improved operating efficiencies and

financial results.



NON-INSURANCE
OPERATIONS ARE AN
EXCELLENT COMPLEMENT
TO CORE INSURANCE
OPERATIONS.

oo T e R

administration operations continue to meet and
exceed expectations, contributing

earnings and cash flow.”

CHARLES DIVITA, It ANTHONY J. BONOMO, EsQ.
President and Chief Executive Officer President and Chief Execurive Officer
Employers Mutual, Inc. Administrators for the Professions, Inc.
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BOARD OF DIRECTORS

FPIC INSURANCE GROUP, INC.

TOP LEFT PHOTO (LEET TO RIGHT)

TERENCE P. MCCOY, MD 1.6

Private Practice Physician

JOAN D. RUFFIER, CPA 3
Director of Shands Health Care Systems, Inc. and
former General Partner of Sunshine Cafes

JOHN G. RICH, EsQ. !
Partner of Rich Intelisano LLP

KENNETH M. KIRSCHNER, EsQ. %46
Principal of Kirschner & Legler, P.A.
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TOP RIGHT PHOTO (LEET TO RIGHT)

ROBERT O. BARATTA, MD 5,25
Chairman of the Board of FPIC
Retired Private Practice Physician
Chairman and Chief Executive Officer of Ascent, L.L.C.

DAVID M. SHAPIROQ, MD 1:2:3,5
Vice Chairman of the Board of FPIC and
Senior Vice President of Medical Affairs of Surgis, Inc.

BOTTOM LEFT PHOTO (LEFT TO RIGHT)

M.C. HARDEN, III 4.5.6
President and Chief Executive Officer
of Harden & Associates, Inc.

JOHN R. BYERS, EsQ. :5
President and Chief Executive Officer of FPIC

RICHARD J. BAGBY, MD 23
Private Practice Physician, Medical Director of
Boston Diagnostic Imaging, Open MRI of Sanford
and Boston Diagnostic Imaging, Orlando

]

BOTTOM RIGHT PHOTO (LEFT TO RIGHT)

JOHN K. ANDERSON, JR. ©3
Principal of Heritage Capital Group, Inc. and
Managing Partner of Bott-Anderson Partners, Inc.

JAMES W. BRIDGES, MD 34

Retired Private Pracrice Physician

JAMES G. WHITE, MD 56

Private Practice Physician

GUY T. SELANDER, MD 35
President of Jacksonville Family Practice Associates, P.A.

T Audit Committee

2 Board Governance Committee

3 Budget and Compensation Committee
4 Bylaws Committee

5 Executive Committee

5 Investment Committee
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FINANCIAL HIGHLIGHTS

FPIC INSURANCE GROUP, INC.

$222
sig2 178 e
$171
99 00 01 02 03
REVENUE
(in millions)
$623
$539
$424 9442
$353
99 [ol4] 01 02 03
CASH AND INVESTMENTS
(in millions)
$98
$90
$33
$14 $15
99 00 01 02 03

CASH FLOW FROM OPERATING ACTIVITIES

(in millions)

$2.19

$1.71

$0.06  $0.31

99 00 01 02 03

DILUTED EARNINGS PER SHARE
(BEFORE CUMULATIVE EFFECT OF ACCOUNTING
CHANGE IN 2002%)

$17.09
$15.55

$10.68 31135

$9.61

99 00 01 02 03

TANGIBLE BOOK VALUE PER
COMMON SHARE**

$25.09

$16.69
$14.90

59.19
$6.90

99 00 01 02 03

YEAR-END STOCK PRICE

*Before cumulative effect of change in accounting for goodwill and other intangible assets (FAS 142) of 829.6 million, net of income taxes.

** Excludes goodwill and intangible assets.
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$152
$131 $132
$118 $120
99 00 01 02 03
NET PREMIUMS EARNED*
(in millions)
$575
276
$440
$168
6281 $318
$273
7 " 0  $299
$58 85 C$272
: §215 $224 $238
99 00 01 02 03

GROSS LOSS AND LAE RESERVES
(in millions)
NET LOSS AND LAE RESERVES

" REINSURANCE RECOVERABLE

119% 118%

17 105%
20 999%
1 L

3 9
87%
18

69 102 98 92 90

99 00 01 02 03

GAAP UNDERWRITING (COMBINED) RATIO (%)

LOSS RATIO

UNDERWRITING EXPENSE RATIO

27.4
20 105 20

i00 1.1
182 191
' 8.2
8.0 16.9

‘ 14.0 13.9
102 109
99 00 01 02 03

POLICYHOLDER COUNT
(in thousands)

PROFESSIONAL LIABILITY POLICYHOLDERS {excluding fronting}
PROFESSIONAL LIABILITY POLICYHOLDERS UNDER MANAGEMENT

10.6 10.6 10.2 10.4
8.3 $64 $56
$50
§57 $44
99 00 01 02 03

SELECTED FREQUENCY** AND SEVERITY***
METRICS
AVERAGE PAID LOSS AND ALAE PER CLOSED CLAIM (all)
[7] FREQUENCY PER 100 EARNED BASE EQUIVALENT

$118 $125 $134

$108 $107

99 00 o1 02 03

CONSOLIDATED STATUTORY SURPLUS
(in millions)

*Net premiums carned are reduced by amounts ceded under the Hannover Re reinsurance agreentent of §48 million in 2002 and $87 million in 2003.

**Frequency data by report year includes incidents.
¢ **Calendar year severity including incidents at total limits.
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TEN-YEAR SUMMARY AND SELECTED FINANCIAL DATA
FPIC INSURANCE GROUP, INC.

The selected financial data presented for the fiscal years ending December 31 should be read in conjunction with the Company’s
consolidated financial statements and the notes thereto, which are included elsewhere herein.

(Dollars in thousands, except
per share amounts and .
elsewhere as noted) 2003 2002 2001 2000 I999 1998 1997 1996 1995 1994

CONSOLIDATED
Revenues $ 201,724 221,940 197,582 182,089 170,504 120,321 93,216 76,982 69,531 52,306
Income before

accounting change* $ 16,572 14,876 2,930 614 21,869 20,693 16,557 13,324 11,686 5,877
Net income (loss) $ 16,572 (14,702) 2,930 614 21,869 20,693 16,557 13,324 11,686 5,877
INVESTMENT ACTIVITY
Net investment income $ 18,414 20,977 23,377 24,819 19,068 17,549 15,979 14,704 12,740 10,928
Net realized investment

gains (losses) § 2,052 4,688 1,429 (91) 351 (39) 32 (71) 238 (6,657)

OTHER SELECTED
FINANCIAL DATA

Total assets $1,183,130 1,026,431 770,822 663,682 587,433 490,943 352,849 303,553 276,699 244,266
Loss and loss adjustment

expense (LAE) reserves $ 574,529 440,166 318,483 281,295 273,092 242,377 188,086 172,738 164,506 152,268
Revolving credir facility 3 — 37,000 37,000 67,219 62,719 27,165 2,000 — — —
Term loan $ — 10,208 16,042 — — — — — — —
Long term debt $ 46,083 — — — — — — — — —
Shareholders’ equity $ 186,657 165,913 174,574 172,527 166,379 150,931 120,064 96,411 81,556 61,606
Common shares outstanding 9,771 9,391 9,338 9,380 9,621 9,519 9,180 9,022 8,140 7,760
PER SHARE DATA
Income before )

accournting change* $ 1.71 1.58 0.31 0.06 2.19 2.11 1.76 1.53 1.47 0.76
Diluted earnings (loss) $ 1.71 (1.56) 0.31 0.06 2.19 2.11 1.76 1.53 1.47 0.76
Book value $ 19.10 17.67 18.70 18.39 17.29 15.86 13.08 10.69 10.02 7.94
Tangible book value** $ 17.09 15.55 11.35 10.68 9.61 14.11 12.30 10.47 9.88 7.94
Year-end market price $ 25.09 6.90 14.90 9.19 16.69 47.81 29.13 13.50 FEE b
Cash dividends $ — — — — — — — 0.10 0.10 0.10

UNDERWRITING

Direct and assumed
premiums written $ 340,741 344,727 245403 197,280 148,216 116,989 77,771 64,292 56,641 52,454

Net premiums written $ 143,134 140,248 147,084 161,931 122,433 101,477 70285  §8,740 54,306 47,510
Consolidated statutory surplus ~ $ 133,882 125,470 107,087 108,499 117,880 117278 87,876 76,520 70,039 60,185
GAAP combined ratio:
Loss and LAE ratio 90% 92% 98% 102% 69% 75% 82% 84% 85% 83%
Underwriting expense ratio 9% 13% 20% 17% 18% 14% 11% 12% 10% 9%
Combined ratio 99% 105% 118% 119% 87% 89% 93% 96 % 95% 92%

(*)  Income excluding cumulative effect of accounting change related to the adoption of FAS 142 on goodwill and other intangible assets.
(**) Excludes goodwill and intangible assets.
(***)The Company became publicly held in August 1996.

FPIC INSURANCE GROUP, INC. 2.0




an 03

FAMILY OF COMPANIES

FPIC INSURANCE GROUP, INC.

FPIC INSURANCE GROUP, INC.
{FPIC)
Florida Corp.
- (NASDAQ: FPIC)

i | T
‘[ ADMINISTRATORS FOR THE : ANESTHESIOLOGISTS [ FIRST PROFESSIONALS " EMPLOYERS MUTUAL, INC. l PROFESSIONAL MEDICAL J FIMIC INSURANCE l
| PROFESSIONS, INC. (AFP) ||PROFESSIONAL ASSURANCE CO.|| INSURANCE COMPANY, INC. (EMI) | ADMINISTRATORS, LLC AGENCY, INC. "
“ New York: Corp. Florida Corp. Florida Corp. Florida Corp. \ , New York LLC ; Florida Corp. i
! (100% owned by FPIC} ‘ (100% owned by FPiC) , (100% owned by FPIC) ! (100% owned by FPIC) i (80% owned by FPIC) i (100% owned by FPIC) ;
L —— — — J j I —

l FPIC INTERMEDIARIES, INC. || GROUP DATA CORPORATION

| |

THE TENERE GROUP, INC.

i
! o ; |
New York Corp. -New York Corp. J Missouri Corp. (100% owned \
(100% owned by AFP) | \ (100% owned by AFP) ‘ by First Professionals) |

INTERMED INSURANCE i
COMPANY

Missouri Corp.
(100% owned by Tenere)

INTERLEX INSURANCE ‘
COMPANY

Misscuri Corp. i
(100% owned by Intermed) ‘

}
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MANAGEMENT’S DISCUSSION AND ANALYSIS
OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

The following discussion and analysis should be read in con-
junction with the consolidated financial statements and the
notes to the consolidated financial statements appearing else-

SAFE HARBOR

The Private Securities Litigation Reform Act of 1995 provides a
“safe harbor” for forward-looking statements. Any written or
oral statements made by or on behalf of FPIC may include for-
ward-looking statements, which reflect our current views with
respect to future events and financial performance. These for-
ward-looking statements are subject to certain uncertainties and
other factors that could cause actual results to differ materially
from such statements. These uncertainties and other factors
include, but are not limited to:

(1) Risks factors, including the effect on reserves and under-
writing results, associated with changing market condi-
tions that result from fluctuating cyclical patterns of
property and casualty insurance business;

(i)  The uncertainties of the loss reserving process;

(iii)  The occurrence of insured or reinsured events with a fre-
quency or severity exceeding our estimates;

{iv)  The impact of surplus constraints on growth;

{v)  The competitive environment in which FPIC operates,
including reliance on agents to place insurance, physi-
cians electing to practice without insurance coverage,
related trends and associated pricing pressures and devel-
opments;

(vi)  The actual amount of new and renewal business;

(vii) Business risks that result from FPIC’s size and geograph-
ic concentration;

(viii) Developments in reinsurance markets that could affect
our reinsurance programs;

(ix)  The ability to collect reinsurance recoverables;

(x)  The dependence of the reciprocal management segment
upon a single major customer, Physicians Reciprocal
Insurers {“PRI”), for the preponderance of its revenue and
consequently, the effect of rates and claims experience on
PRI’s ability to maintain or grow its premium base;

(xi) Developments in global financial markets that could
affect our investment portfolio and financing plans;

(xii) Risk factors associated with the impact of rising interest
rates on the market value of FPIC’s investments;

(xiii) Risks factors associated with the impact of rising interest
rates on FPIC’s interest costs associated with its long term
debt;

(xiv) Adverse changes in securities markets;

where in this report. The consolidated financial statements
include the results of all of FPIC Insurance Group, Inc.’s
(“FPIC”) wholly owned and majority owned subsidiaries.

DISCLOSURE

(xv) The ability to achieve cost savings associated with inte-
gration of Anesthesiologists Professional Assurance
Company’s (“APAC”} into First Professionals Insurance
Company (“First Professionals”)operations;

(xvi) Risk factors associated with financing and refinancing,
including the willingness of credit institutions to provide
financing and the availability of credit generally;

(xvii) Rates, including rates on excess policies, being subject to
or mandated by legal requirements and regulatory
approval, which could affect our business or reinsurance
arrangements;

(xviii) Uncertainties relating to government and regulatory poli-
cies {such as subjecting FPIC to insurance regulation or
taxation in additional jurisdictions or amending, revok-
ing or enacting any laws, regulations or treaties affecting
our current operations);

(xix) Legal developments, including claims for extra-contrac-
tual obligations or in excess of policy limits in connection
with the administration of insurance claims;

(xx) Business and financial risks associated with the unpre-
dictability of court decisions;

{(xxi) The loss of the services of any of our executive officers;

(xxil) Risks of impairment of assets, generally, including the
risk of impairment or inability to continue. to recognize
deferred acquisition costs, deferred tax assets, goodwill
and other deferred or intangible assets;

{xxiti) General economic conditions, either nationally or in our
market areas, that are worse than expected;

(xxiv) Changes in our financial ratings resulting from one or
more of these uncertainties or other factors and the
potential impact on our agents’ ability to place insurance
business on behalf of FPIC; and other risk factors dis-
cussed elsewhere within this document.

The words “believe,” “anticipate,” “foresee,” “estimate,”
“project,” “plan,” “expect,” “intend,” “hope,” “should,”
“will,” “will likely result” or “will continue” and variations
thereof or similar expressions identify forward-looking state-
ments. Readers are cautioned not to place undue reliance on
these forward-looking statements, which speak only as of their
dates. FPIC undertakes no obligation to publicly update or revise
any forward-looking statements, whether as a result of new infor-
mation, future events or otherwise, except as required by law.
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MANAGEMENT’S DISCUSSION AND ANALYSIS (CONTINUED)

CRITICAL ACCOUNTING POLICIES AND ESTIMATES

Our discussion and analysis of financial condition, results of
operations and liquidity and capital resources is based upon the
consolidated financial statements, which have been prepared in
accordance with accounting principles generally accepted in the
United States of America (“GAAP”). The preparation of these
financial statements requires us to make estimates and judg-
ments that affect the reported amounts of assets, liabilities, rev-
enues, expenses and related disclosures of contingent assets and
liabilities. We generally base our estimates on historical experi-
ence or other appropriate assumptions that we believe are rea-
sonable and relevant under the circumstances and evaluate them
on an on-going basis. The results of these estimation processes
form the basis for making judgments about the carrying values
of assets and liabilities that are not readily apparent from other
sources. Actual results may differ from these estimates under
different assumptions or conditions.

We believe the critical accounting policies discussed in
remainder of this section of our Management’s Discussion and
Analysis (“MD&A”) affect our more significant judgments and
estimates used in preparation of the consolidated financial state-
ments. These are further commented upon in applicable sections
on Results of Operations, Financial Position and Liquidity and
Capital Resources that follow. Information about the significant
accounting policies we use in the preparation of our consolidat-
ed financial statements is included in Note 2 to our consolidat-
ed financial statements and should also be considered.

LIABILITY FOR

EXPENSES (“LAE”) Qur liability for losses and LAE (also

LOSSES AND LOSS ADJUSTMENT

referred to as our loss and LAE reserves) is the largest liability

of our Company and the most sensitive financial statement item
to estimation and judgment. Medical professional liability

(“MPL”) insurance, including business written directly and rein-

surance assumed, is our primary line of business and accounted

for $549.8 million and $425.4 million, or 96% and 97%, of our
total consolidated liability for losses and LAE as of December

31, 2003 and 2002, respectively. The remainder of our reserves

represent other smaller lines and products.

The primary factors affecting our estimates of how much we
will pay and therefore reserve for insurance claims, defense costs
and other related costs are:

* Frequency and severity trends {numbers of claims and how
much we will pay for each claim on average for one or more
periods);

* Frequency of claims closed with indemnity payments (the per-
centage of claims received that ultimately result in a loss pay-

ment versus those that are settled and closed without a loss

payment);
¢ The timing or pattern of future payments;
¢ The amount of defense cost we will pay for each claim or

group of claims; and
e Inflationary trends that are expected to bear on future loss and

LAE payments.

These factors, in turn, can be affected by the judicial environ-
ment and tort-related trends over time. It is also important to
note that one or more of the actuarial methods used by us do
not rely on specific assumptions for these factors; rather, these
assumptions are developed as a by-product of the application of
the methods, which may then be monitored and factored into
the final judgmental considerations of the selection of the point
estimate and range of reasonable values around the point esti-
mate from among the methods. All of the above-mentioned fac-
tors individually can and will generally vary from one period to
the next over time but are estimated to approximate their ulti-
mate values in setting reserve estimates.

In addition, due to the relatively small number of claims and
the average cost per claim, any change in the trends assumed in
the ultimate values for these factors may be expected to result in
a significant change in the reserve estimates. Because our aggre-
gate loss and LAE reserves are so large, this also means that vir-
tually any change in the level of our carried reserves will be
material to results of operations and may be material to our
financial position. As an example, a 1% increase or decrease in
carried reserves, net of reinsurance, as of December 31, 2003,
would result in an after-tax addition or reduction in reported
net income of nearly $2 million, or 12% of our consolidated net
income for the year ended December 31, 2003. A typical range
of reasonable values for MPL reserve estimates is considered to
be as wide as 15%s; thus, our results of operations and financial
position are very sensitive to our reserve estimates and judg-
ments, in addition to the performance of the business itself.

REINSURANCE Reinsurance does not relieve us from our pri-
mary obligations to policyholders. Therefore, the failure of rein-
surers to honor their obligations could result in losses to us. The
amounts recoverable from reinsurers on our unpaid losses and
LAE are calculated by applying the terms of the respective ceded
reinsurance Contracts to our estimates of the underlying loss and
LAE reserves that are subject to reinsurance. Thus, to the extent
our reinsured reserves change or are adjusted, so will the relat-
ed reinsurance recoverable amounts and our exposure.

We evaluate the financial condition of our reinsurers and
monitor concentrations of credit risk with respect to the individ-



ual reinsurers that participate in our ceded programs to mini-
mize our exposure to significant losses from reinsurer insolven-
cies. We hold collateral in the form of letters of credit or trust
accounts for amounts recoverable from reinsurers that are not
designated as authorized reinsurers by the applicable depart-
ments of insurance of the states that have jurisdiction over the
underlying business.

INCOME TAXES Deferred tax assets and liabilities are estimat-
ed and recognized for the future tax consequences attributable
to temporary differences between the financial statement carry-
ing amounts of existing assets and liabilities and their respective
tax bases and operating loss and tax credit carry forwards.

A valuation allowance against deferred tax assets is estimat-
ed and recorded if it is more likely than not that all or some poz-
tion of the benefits related to the deferred tax assets will not be
realized. Valuation allowances are based on estimates of taxable
income and the period over which deferred tax assets will be
recoverable. We estimate and believe it is more likely than not
that our deferred tax assets will be fully realized. In the event
that actual results differ from our estimates or those estimates
are adjusted in future periods, we may need to establish a valu-
ation allowance, which would impact our financial position and
results of operations.

GOODWILL AND INTANGIBLE ASSETS Effective January 1,
2002, we adopted Financial Accounting Standard No. (“FAS”)
142, “Goodwill and Other Intangible Assets.” Under FAS 142,
goodwill and indefinite-lived intangible assets are no longer
amortized through charges to income, but do continue to be
subject to annual (or under certain circumstances more fre-
quent) impairment testing based on estimated fair values.

During the first quarter of 2002, we performed transitional
impairment testing required under the new standard and took a
charge in the form of a cumulative effect of accounting change
for $29.6 million, net of tax effects, as of January 1, 2002.

We have obtained independent appraisals annually since the
adoption of FAS 142, the most recent of which was performed
as of December 31, 2003, which indicate that our goodwill and
other intangible assets are fully recoverable. Our remaining
goodwill and intangible assets of $19.7 million will continue to
be subject to impairment testing through independent appraisal
or otherwise at least annually, and potentially more often should
a triggering event occur. A triggering event under FAS 142 might
include such things as a significant adverse change in legal fac-
tors or business climate, an adverse action or assessment by a
regularor, unanticipated competition, or a loss of key personnel.

INVESTMENTS Our invested assets comprise our largest single
asset class and consist mostly of investment securities in the

form of fixed income investments in bonds and notes. Qur fixed
income investment securities are carried at their market values
and accounted for $528.6 million and $437.0 million or 85%
and 81% of our total cash and invested assets, and 45% and
43% of our total assets, respectively as of December 31, 2003
and 2002. Unrealized gains or losses in their market values are
recorded directly in shareholders’ equity, net of tax effects, as a
component of other comprehensive income.

There is an exception to the treatment noted above if and
when an investment security considered to be available for sale
is deemed to be other-than-temporarily impaired. An other than
temporary impairment may occur when the market value of a
security falls below its cost by a material amount for an extend-
ed period of time (generally one year but can be less under cer-
tain circumstances) or when other creditworthiness issues arise
with regard to an issuer. If and when a security is deemed to be
other than temporarily impaired it is written down to its esti-
mated market value with a corresponding realized investment
loss recognized in net income.

COMMITMENTS AND CONTINGENCIES Liabilities for loss
contingencies arising from claims, assessments, litigation, fines
and penalties and other sources are recorded when it is proba-
ble that a liability has been incurred and the amount of the
assessment and/or remediation can be reasonably estimated.

Qur insurance subsidiaries are also subject to assessment by
the financial guaranty associations in the states in which they
conduct business for the provision of funds necessary for the set-
tlement of covered claims under certain policies of insolvent
insurers. Generally, these associations can assess member insur-
ers on the basis of written premiums in their particular states. In
addition to standard assessments, the Florida and Missouri leg-
islatures may also levy special assessments to settle claims
caused by certain catastrophic losses. We would be assessed on
the basis of premiums written. During 2001, a special assess-
ment was levied on First Professionals and APAC that totaled
$0.9 million. No special assessments were made in 2003 or
2002. In addition, we could be subject to additional assessments
in the future as a result of damages caused by catastrophic loss-
es, such as a hurricane.

REVENUE RECOGNITION Premium income, which is our main
source of revenue, is generally recognized pro-rata over the
respective period of each policy. Premium receivables are
recorded net of an estimated allowance for uncollectible
amounts.

Some of our assumed reinsurance agreements with
Physicians’ Reciprocal Insurers (“PRI”) for the year ended
December 31, 2001 and prior, contained adjustable premiums
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based upon loss experience. Qur financial statements for the
vear ended December 31, 2001, included estimated adjustments
accrued based on our loss experience under these agreements.
These agreements have since been non-renewed, amended or

commuted. The assumed reinsurance agreements with PRI for
periods since then are fixed premium contracts with no such
adjustable features. See the following MD&A section.

BUSINESS WITH PRI

RECIPROCAL MANAGEMENT AGREEMENT Administrators
for the Professions, Inc. (“AFP”) has a 10-year management
agreement with PRI, under which it receives a management fee
annually equal to 13% of PRI’s direct premiums written. The
current term of the management agreement runs through
December 31, 2008. Under the terms of the management agree-

ment, AFP receives this fee in exchange for performing services .

necessary to conduct and manage the entire operation of PRI
Such services include all or substantially all marketing, under-
writing, policy issuance, policy administration, investment man-
agement, claims handling, and general and administrative func-
tions, including human resources, accounting, financial report-
ing, and others, on an on-going basis over the life of the agree-
ment. AFP is also reimbursed by PRI for certain expenses paid
on PRI’s behalf. The expenses reimbursed by PRI are principal-
ly salaries and related payroll expenses, and overhead costs
associated with claims, legal and risk management course per-
sonnel employed by AFP who work on PRI business.

The management fees are estimated, billed and collected on a
monthly basis. Our entitlement to such fees is ultimately based
upon the provision of all of the services necessary to run PRI
over the term of the contract. Revenues are recognized as earned
when they are billed as this accounting treatment reasonably
approximates and accomplishes a recognition pattern that cor-
responds with the provision of the required services during the
quarters and the year. The fees estimated and billed, which are
recognized in income, are reduced by an estimated provision for
return premiums.

See the MD&A Contractual
Commitments and Off-Balance Sheet Arrangements that fol-

section, Obiligations,
lows for a discussion and analysis of an additional commitment
and related contingent liability assumed by AFP as a result of an
amendment to its management agreement with PRI, effective
January 1, 2002.

AFP also has two subsidiaries, FPIC Intermediaries (“FPIC
Intermediaries”) and Group Data Corporation (“Group Data”).
FPIC Intermediaries acts as a reinsurance co-broker and inter-
mediary for our insurance subsidiaries. Group Data acts as a co-
agent and co-broker for our internal insurance needs and for the
purchase of structured settlements from time to time for settled
MPL claims for PRI. The reciprocal management segment also
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includes FPIC’s 80% owned subsidiary Professional Medical
Administrators (“PMA”), which acts as co-broker, intermediary
and manager of reinsurance programs for PRI’s program busi-
ness in Pennsylvania, whereby PRI assumes the premiums and
risks insured. PRI also owns 10% of PMA and until August

2003, our subsidiary, First Professionals acted as the fronting

carrier for PRI for the program business managed on its behalf
by PMA. Since then, PRI has used an outside carrier to act as its
fronting carrier.

The financial results for these business arrangements make up
our reciprocal management segment and are presented and dis-
cussed in the following applicable sections of this MD&A.
Additional financial information and disclosures about our
reciprocal management segment and business can be found in
Note 1, Organization and Nature of Operations, Note 16,
Note 20,
Information, and Note 22, Related Party Transactions, to our

Commitments and Contingencies, Segment

consolidated financial statements.

REINSURANCE wrITH PRI Qur insurance subsidiary, First
Professionals, assumes reinsurance from PRI, As discussed
above, program business assumed by PRI in Pennsylvania was
written on First Professionals’ policy forms, as fronting carrier,
through July 31, 2003. Effective August 1, 2003, PRI engaged
an unrelated fronting carrier for this business and, with the
exception of tail coverage, no new or renewal business is being
written on First Professionals’ policy forms.

The assumed reinsurance and fronting fees on PRI business of
First Professionals are included in the Insurance Segment and
are also discussed further in the following applicable sections of
this MD&A. Additional financial information and disclosures
about our assumed reinsurance and fronting fees from PRI can
be found in Note 22, Related Party Transactions to our consol-
idated financial statements.

PRI IS A MAJOR CLIENT OF OURS In addition to their con-
tributions to our results of operations, our agreements and busi-
ness arrangements with PRI as a major client of ours also means
that our revenues and results of operations are financially sensi-
tive to its revenues and financial condition. We do not own PRI,
or have a controlling financial interest in PRI, nor is PRI consid-
ered a variable interest entity under FIN 46R, Consolidation of




Variable Interest Entities (as Revised), and so PRI’s financial
statements are not consolidated or included in ours. Instead,
PRI is similar to a mutual insurer and the risks and rewards of
ownership vest with the policyholders of PRI.

PRI and our subsidiary, AFP, are regulated by the New York
State Insurance Department (the “NYSID”). PRI files its annu-
al and quarterly statements with the NYSID containing its statu-
tory-basis financial statements and other data. AFP and PRI are
required to file audited financial statements annually with the
NYSID obtained from the same qualified independent account-
ing firm.

PRI, as an MPL insurer, is subject to many of the same types
of risks as those of our insurance subsidiaries and MPL compa-
nies generally. These risks include, but are not limited to, rate
adequacy, adverse loss experience, and the effects of changes in
market interest rates that it can earn on invested assets. PRI files
information about its rates annually with the New York State
Insurance Department. PRI implemented an 8.5% rate increase
effective July 1, 2003 following several years of level rates.
Growth at PRI is also subject to surplus constraints; however, as
a reciprocal, PRI is able to operate with lower surplus and at
higher leverage ratios than non-reciprocals such as our insur-
ance subsidiaries. PRI’s policyholders” surplus exceeds the mini-

mum amount required under New York insurance laws and reg-
ulations. New York insurance laws and regulations do not
impose risk-adjusted capital requirements. Further, as allowed
under New York insurance laws, PRI has requested and received
permission from the NYSID to follow the permitted practice of
discounting its loss and LAE reserves.

The NYSID mandates the insurance rates PRI and other New
York carriers are allowed to charge their policyholders. These
include the rates charged for the policies in excess of $1.3 mil-
lion and for covered extended reporting endorsements for
death, disability and retirement, which have been reinsured to
First Professionals. Under New York insurance statutes, the
NYSID is also authorized to surcharge PRI’s policyholders in
the event it is determined that those rates were deficient in one
or more prior years as a result of adverse loss development. The
amount of the surcharge may be up to 8% of PRIs policyhold-
ers” premiums annually until such deficiency is recovered.

Despite the unique aspects of the business and regulatory
environments PRI operates in, as an MPL insurer, it is still sub-
ject to many of the same types of risks as those of other MPL
and property-casualty insurers, including similar risks to many
of those described under “Safe Harbor Disclosure.”

RESULTS OF OPERATIONS — CONSOLIDATED OVERVIEW

The three years ended December 31, 2003 was a period of sig-
nificant activity and progress for our company.

Net income in 2003 increased to $16.6 million, or $1.71 per
diluted share, up 11% and 8%, respectively over income before
accounting change of $14.9 million and $1.58 per diluted share
for 2002. Income before accounting change for 2002 was up
over 400% compared with 2001 net income of $2.9 million, or
$0.31 per diluted share. All three of our business segments were
profitable in 2003. The year 2003 was the third year in a row
of significant improvements in insurance pricing. In addition,
our reciprocal management and third party administration
(“TPA”) segments have reported improved profits.

For the year ended December 31, 2002, we reported a net loss
of ($14.7) million, or ($1.56) per diluted share, compared to net
income of $2.9 million, or $0.31 per diluted share, for the year
ended December 31, 2001. Our net loss for 2002 includes a
$29.6 million after-tax ($48.4 million pre-tax) charge for the
cumulative effect of accounting change related to the adoption
of FAS 142 on goodwill and other intangible assets. The transi-
tional impairment charges, resulting from the adoption of FAS
142, were associated entirely with our non-insurance segments.
Our income before the cumulative effect of accounting change

was $14.9 million, or $1.58 per diluted share, for the year ended
December 31, 2002.

During 2003, we completed the placement of $10.0 million
in senior notes and created three trusts that issued 30-year trust
preferred securities for which the proceeds from such issuances
together with cash previously contributed to the trusts were
used to purchase junior subordinated debentures from FPIC
totaling $36.1 million. We used the proceeds along with other
internally generated funds to retire our bank term loan and
revolving credit facility. We also completed the integration of
APAC operations and transitioned the management of APAC
and Intermed Insurance Company (“Intermed”) into First
Professionals. During the fourth quarter 2003, we negotiated
and completed the commutation of our reinsurance with
Gerling Global
(“Gerling™). We also negotiated our primary excess of loss rein-

Reinsurance Corporation of America
surance program renewal for 2004 ar a reduced cost for the first
time in several years. Finally, we played an active part in tort
reform on behalf of our policyholders, as well as the healthcare
economy and the citizens of the State of Florida.

Our revenues and expenses were lower in 2003 than 2002.
Most of the decline was by design and the result of growth man-
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agement initiatives we put in place in 2002, designed to level the
amount of growth in our policyholder counts following an
unprecedented period of growth at our insurance subsidiaries in
2001 and 2002. Our MPL insurance markets have hardened
significantly since 2000. Net investment income was also lower
in 2003. While the equity markets recovered in 2003, interest
rates fell to record lows during 2003 and for the third straight
year, although rates did recover somewhat by the end of 2003
and exceeded 2002 year end levels.

Our total revenues for the year ended December 31, 2002
increased 12% to $221.9 million from $197.6 million for the
year ended December 31, 2001. The increase in revenues was
primarily the result of price improvements on our core MPL
business and growth in the number of policyholders. Net premi-
ums earned on our MPL business increased 23% to $148.6 mil-
lion for the year ended December 31, 2002 from $120.5 million
for the year ended December 31, 2001. Revenues earned by our
reciprocal management segment increased $2.4 million primari-
ly as the result of an increase in claims administration and man-
agement fees earned. In addition, brokerage commissions
earned by FPIC Intermediaries increased when compared with
the prior year.

Our total expenses for the year ended December 31, 2002
increased less than 1% to $198.2 million from $196.5 million
for the year ended December 31, 2001. Net losses and LAE
incurred for the year ended December 31, 2002 increased $11.2
million or 9% when compared with the year ended December
31, 2001. Net losses and LAE incurred on our MPL business
increased 17% to $137.7 million for the year ended December
31, 2002 from $117.4 million for the year ended December 31,

RESULTS OF OPERATIONS

Our insurance segment is made up of our four insurance sub-
sidiaries, First Professionals, APAC and The Tenere Group, Inc.
(“Tenere”) companies Intermed and Interlex. FPIC operations
are also included in the insurance segment due to the segment’s
size and prominence and the substantial attention the holding
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2001. Net losses and LAE incurred in 2002 were also reduced
by losses and LAE incurred of $39.0 million that were ceded
under the net account quota share reinsurance agreement with
Hannover Re (“Hannover Re agreement”). The increase in net
losses and LAE incurred for the year ended December 31, 2002,
reflects the growth in our business, taking into consideration
expected loss trends. The increases in total expenses were offset
primarily by ceding commissions related to the Hannover Re net
account quota share reinsurance agreement and our adoption of
FAS 142. The adoption of FAS 142 eliminated amortization
expense of approximately $3.5 million for the year ended
December 31, 2002.

HANNOVER RE NET ACCOUNT QUOTA SHARE REINSUR-
ANCE AGREEMENT One of the most significant financial devel-
opments for us in 2002 was our entering into the Hannover Re
agreement. It is supplemental to our other reinsurance programs
and represents a very large reinsurance cession for us.

FUTURE PLANs We plan to continue to focus on growing our
insurance capital base and to work to reduce the additional rein-
surance we are now carrying so that we can retain and grow this
business for our own account.

A great deal of the progress we made has been possible in
large part because of favorable market conditions we experi-
enced since the end of 2000. Therefore, one of the most obvious
risks to our ability to continue this level of performance would
be an unexpected increase in competition resulting in a soften-
ing of the market and leading to downward pressure on our
insurance rates and profits. There can be no assurance as to how
long the current stable market conditions will continue.

~ INSURANCE SEGMENT

company devotes to the segment. Financial and selected other
data of our insurance segment for the years ended December 31,
2003, 2002 and 2001 is summarized in the table below. Dollar
amounts are in thousands.




INSURANCE SEGMENT RESULTS AND SELECTED OTHER INFORMATION

PERCENTAGE PERCENTAGE
(Dollar amounts are in thousands) 2003 CHANGE 2002 CHANGE 2001
Direct and assumed premiums written $340,741 1% 344,727 40% 245,403
Net premiums written $143,134 2% 140,248 -5% 147,084
Net premiums earned $131,665 -13% 151,684 16% 131,058
Net investment income 18,285 -12% 20,793 -9% 22,874
Commission income — -100% 8 -87% 62
Net realized investment gains 2,052 -56% 4,688 228% 1,425
Finance charge and other income 945 -24% 1,251 71% 731
Intersegment revenue 1,966 -16% 2,351 14% 2,059
Total revenues 154,913 -14% 180,775 14% 158,213
Net losses and LAE 118,974 -15% 139,571 9% 128,346
Other underwriting expense 11,219 -41% 19,155 -26% 25,883
Interest expense on debt 5,886 24% 4,762 6% 4,491
Other expenses 5,445 241% 1,596 49% 1,073
Intersegment expense 4,291 26% 3,414 -7% 3,652
Total expenses . 145,815 -13% 168,498 3% 163,445
Income (loss) from operations before income

taxes and cumulative effect of accounting change 9,098 -26% 12,277 335% (5,232)
Less: Income tax expense (benefit) 2,635 -39% 4,316 198% (4,385)
Income (loss) before cumulative effect

of accounting change 6,463 -19% 7,961 1040% (847)
Less: Cumulative effect of accounting change — 0% — 0% —
Net income (loss) § 6,463 -19% 7,961 1040% (847)
Selected Insurance Segment Information:

Net paid losses and LAE on professional

liability claims $112,443 22% 92,497 7% 86,535
Average net paid loss per professional '

liability claim closed with indemnity payment $ 213 16% 184 5% 176

Total professional liability claims and
incidents reported during the period 3,063 -4% 3,191 42% 2,251

Total professional liability claims with
indemnity payment (includes claims

that were not closed) 283 3% 293 -5% 310
Total professional liability claims and

incidents closed without indemnity payment 1,965 -7% 2,104 46% 1,442
Total professional liability claims and

incidents that remained open 5,507 18% 4,676 20% 3,907
Professional liability policyholders (excludes

policyholders under fronting arrangements) 13,919 -18% 16,915 21% 14,010

Professional liability policyholders under
fronting arrangements 2,136 -53% 4,544 1% 4,482
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INSURANCE OVERVIEW

Insurance segment net income decreased 19% for the year
ended December 31, 2003. The decrease for the year was the
result of lower net realized investment gains, lower net invest-
ment income, higher debt-related costs, and higher net interseg-
ment expenses, comprised mainly of commissions payable to the
reciprocal management segment. The holding company, which
is grouped with the insurance segment for reporting purposes,
incurred debt-related costs of $1.5 million after income taxes
($2.5 million before income taxes) during 2003 as a result of
unwinding interest rate swap agreements in the second and
fourth quarters in connection with the repayment and retire-
ment of our term loan and revolving credit facility. Our
improved underwriting margin (defined as net premiums earned
less net losses and LAE and other underwriting expenses) of
$5.2 million after tax ($8.5 million before income taxes) is
mostly attributable to pricing improvements. Approximately
$1.3 million of the after-tax improvement ($2.2 million, pre-

tax) in 2003 is attributable to the Hannover Re agreement.

Insurance segment net income increased $8.8 million for the
year ended December 31, 2002, from a net loss of ($0.8) million
for the year ended December 31, 2001, primarily due to price
improvements on our MPL business and growth in the number
of policyholders. In addition, net losses and LAE for 2001
reflect adverse development and a corresponding prior year
reserve charge (approximately $8.8 million) that did not recur
in 2002. Net investment income declined 9% to $20.8 million
for the year ended December 31, 2002 from $22.9 million for
the vear ended December 31, 2001.

Effective October 3, 2002, we sold the renewal rights of
Interlex’s LPL
Professionals Direct, Inc., a non-affiliate, for $0.4 million. The

insurance business to a subsidiary of
sale of Interlex’s renewal rights allows us to re-dedicate

Interlex’s capital to our core MPL business.

INSURANCE UNDERWRITING RESULTS

(PREMIUMS, LOSSES AND LAE,

Net premiums earned, net losses and LAE incurred and other
underwriting expenses, all declined (-13%, -15% and -41%,
respectively) for the year 2003, primarily as a result of the rein-
surance ceded under the Hannover Re agreement, which
became effective July 1, 2002, and other growth management
initiatives put into place in 2002.

DIRECT AND ASSUMED PREMIUMS WRITTEN Direct and
assumed premiums written decreased 1% to $340.7 million for
the year ended December 31, 2003 from $344.7 million for the
year ended December 31, 2002. The small decrease primarily
reflects the offsetting trends of price improvements at all our
insurance companies and growth in our core MPL book of busi-
ness in Florida, offset by lower premiums on fronted business
and LPL business and lower MPL premiums in certain other
states.

Direct and assumed premiums written increased 40% to
$344.7 million for the year ended December 31, 2002 from
$245.4 million for the year ended December 31, 2001. The
increase primarily results from rate increases realized and
growth in the number of policyholders in our core MPL busi-
ness. First Professionals implemented rate increases for new and
renewal policies in January and December 2001, and again in
December 2002; APAC implemente